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The Uruguayan economy, which last year experienced its worst decline in five years, is expected
to remain fairly stagnant during 1996. According to government and private economists, this year
President Julio Sanguinetti's administration will continue to emphasize anti-inflation measures
particularly austerity in government spending which, in turn, is expected to hamper economic
growth. A report by the Banco Central de Uruguay (BCU), released early this year, shows that the
GDP declined by 2.4% in 1995, the country's worst performance so far this decade.
Economists largely attribute the country's economic decline to tight austerity measures imposed by
the Sanguinetti administration shortly after taking office in March of last year. The austerity drive,
which aimed to reduce the government's soaring fiscal deficit, included many unpopular measures,
such as increases in direct and indirect taxes (see NotiSur, 04/13/95). The sectors hit hardest by
Uruguay's economic downturn last year were construction and manufacturing, which more than
offset modest gains in utilities (electricity, water, and gas), agriculture, and transportation. BCU
statistics show that in the construction sector alone, GDP declined by 14.6% last year.
The largest quarterly decline in GDP took place in the July-September period, when the economy
nosedived by 5.6%. The GDP had already entered a sharp downturn in the second quarter of 1995,
when it fell by 1.4%. In contrast, in the first quarter the economy had grown by 1.7%. The sharp
decline in GDP also reflected the poor performance of the Argentine economy last year. Argentina
reported a 2.5% drop in GDP in 1995, a sharp reversal from 1994, when the Argentine economy grew
by 6%. The devaluation of the Mexican peso in late 1994 hit the Argentine economy especially hard.
That, in turn, had a particularly profound effect on Uruguay given that economic trends in those two
countries are closely linked (see NotiSur, 05/25/95).
According to statistics published by UN's Economic Commission on Latin America and the
Caribbean (ECLAC), economic performance in those two countries has generally followed the
same pattern during the past five years. For example, Uruguay attained GDP growth rates of 7.9%
in 1992 and 5.1% in 1994, quite similar to the 8.7% and 7.4% growth rates registered in Argentina
during those same years. The Sanguinetti administration, confident that the downturn in 1995 was
somewhat of an aberration, has forecast modest economic growth of 1% for Uruguay in 1996.
In an interview with the Montevideo weekly newspaper Cronicas Economicas, Economy Minister
Luis Mosca predicted a strong surge in the economy in the second half of this year. A strong
recovery in the second semester would be necessary to balance out the poor economic performance
recorded at the beginning of this year. According to BCU statistics for January consumer and
commercial demand remained extremely depressed at the start of 1996. For example, in January
purchases of new automobiles fell by 23% compared with the same month in 1995. Particularly
concerning for the Sanguinetti administration was the sluggish demand recorded in the business
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sector, since the government hopes that the private sector will spearhead economic recovery this
year. Demand for cement in January was down 13%, a strong indication that the construction sector
remained depressed at the beginning of the year. In addition, the government reported a 17% drop
in overall electricity usage in January, again suggesting that businesses are probably not yet in an
expansion mode.
On the other hand, the Sanguinetti administration points to a surge in imports of intermediate and
capital goods in January as a sign that business activity will soon expand. According to the BCU,
imports of capital goods in January increased by 59% from the same month last year, while imports
of intermediate goods were up 28% from January 1995. Many economists do not share even the
administration's moderately optimistic outlook for the year. For example, a report produced by the
Economic Institute (Instituto de Economia) at the Universidad de la Republica projects a relatively
stagnant year for the Uruguayan economy.
"Even if Uruguay's GDP does grow by 1%, our economy would still not recover the economic
losses incurred last year," said the report, which was commissioned by the Uruguayan Senate. In
a report published in early May, the newspaper Cronicas Economicas agreed with the Economic
Institute's outlook. "Economic activity will remain stagnant or, at the very best, there will be a
minimum growth level," the newspaper said. According to the newspaper, slight GDP growth will
be stimulated by a modest increase in exports, and possibly by a small expansion of public spending
later in the year. "The agricultural sector will grow at a faster rate than the other sectors of the
economy, but construction and tourism will continue to remain stagnant through the end of the
year," the newspaper said.
Sluggish GDP growth this year will put a damper on the administration's efforts to reduce the
unemployment rate, which reached a whopping 11.2% of the Economically Active Population
(EAP) in 1995. Indeed, the unemployment rate continued to climb during the early part of this year.
According to a Labor Ministry report, unemployment for the three-month period from December
1995 to February 1996 reached a record 11.8% of the EAP. Particularly concerning, the report
showed that the unemployment rate in the industrial sector increased to 17.4% as of February. In
addition to the economic slowdown, the jobless rate is compounded by the government's efforts to
reduce public spending, which translates into elimination of government jobs. Roughly 260,000 or
Uruguay's 1.3 million EAP was employed by the state last year.
For 1996, the administration hopes to reduce the budget deficit to 1% of Uruguay's GDP, compared
with 1.7% in 1995 and 3% in 1994. In his interview with Cronicas Economicas, Economy Minister
Mosca acknowledged concerns that government downsizing has resulted in the loss of many civil
service jobs. But Mosca defended the action as necessary to eliminate the government's chronic
fiscal deficit. "One of the most effective actions we can take to deal with unemployment is to reduce
the weight of government," said Mosca. "The private sector is much more capable of creating new
jobs, especially if we take decisive action to lower taxes and improve the investment climate."
Furthermore, Mosca insisted that Uruguay's economic partnership with Brazil, Argentina, and
Paraguay through the Southern Cone Common Market (MERCOSUR) could attract new direct
investment into the country, which would eventually boost employment levels. He also suggested
that, because of MERCOSUR, Uruguayan exports are starting to recover, which, in turn, is creating
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new jobs. So far, the only area where the Sanguinetti administration can claim clear success is its
anti-inflation efforts.
According to the national statistics institute (Instituto Nacional de Estadisticas, INE), annual
inflation last year declined to 35.4%, the lowest since 1982. According to ECLAC, inflation has
fallen gradually each year since 1990, when the annual rate peaked at 129%. The rate for 1995 was
almost 10 percentage points lower than the 44.1% annual inflation recorded in 1994. For 1996, the
Sanguinetti administration has set an annual inflation target of 20%. Variations in the consumer
price index (CPI) during the first quarter suggests that, although the 20% rate may not be attainable,
year-end inflation will indeed remain significantly below the 1995 rate. The CPI reached 2% in
January, and then dropped to 1.5% in February. It increased to 1.9% in March, however, and then
jumped again to 2.85% in April, largely because of a global hike in the price of gasoline and other
hydrocarbons.
The higher energy prices, in turn, increased the inflation index in such areas as transportation. With
accumulated inflation at 8.25% for the January-April period, the CPI will now have to average no
more than 1.46% each month from May to December, which is lower than the government's target of
an average 2% per month. Acknowledging the possibility that the government may not meet its 20%
target, Economy Minister Mosca unofficially suggested in May that annual inflation would grow by
"less than 30%" this year.
Other forecasts have concurred with this assessment. "We are projecting an inflation rate of
27%, which will reflect the increased cost of food production, as well as the continuation of the
administration's polices of indexing certain prices and raising taxes to reinforce public finances,"
said Cronicas Economicas. Meantime, the Uruguayan government's effort to encourage growth
in GDP through exports has been counterbalanced by a continuing increase in imports. Last year,
Uruguayan exports surpassed US$2.116 billion for the first time ever. At the same time, however,
imports set a record of US$2.867 billion. As a result, Uruguay reported a trade deficit of about US
$750 million. Although the 1995 deficit was about 14% lower than the US$859 million deficit reported
in 1994, it was the fifth consecutive year that Uruguay has registered a negative trade balance. The
last positive balance was in 1990, when the country achieved a surplus of US$350 million.
For 1996, the government hopes to narrow the deficit to US$650 million, in part because of a
projected increase in exports. However, this forecast may not hold if January's performance
indicates a pattern for 1996. According to the Central Bank, Uruguay's trade deficit of US$77.8
million in January was largely the result of an 11.4% decline in exports relative to the same month
in 1995. The trend primarily affected traditional exports, which were down about 28% from January
of last year. In contrast, exports of nontraditional items declined by only 1.2%. Uruguayan imports
during January totaled US$237 million, an increase of 27% from January 1995. Still, the Uruguayan
government says that the increase is not totally negative, since many of the overseas purchases
involved equipment, machinery, and other capital goods needed for business expansion.
Uruguay's trade patterns will continue to be greatly influenced by its relationship with the two
largest MERCOSUR members, Argentina and Brazil. Traditionally, one-third of Uruguay's total
exports and one-fourth of its imports are conducted with Brazil. Similarly, Argentina takes about
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12% of Uruguay's exports and supplies about 21% of its imports. Other major partners include
Chile, Mexico, and the US. According to the Montevideo daily business newspaper El Observador,
Uruguay had a trade deficit of US$294 million with Argentina in the January-October period of
1995, an increase of 53% from the same period in 1994. Uruguayan exports to Argentina declined by
34.4% in the January-October period relative to 1994. Uruguay's principal exports to Argentina were
automobiles, clothing, and paper and cardboard.
At the same time, Uruguay's trade deficit with Brazil amounted to US$228 million in the JanuaryOctober period. According to El Observador, Uruguay actually had a trade surplus with Brazil in
early 1995, but, by October, the trade balance shifted back in favor of Brazil. Uruguay's principal
exports to Brazil last year were agricultural items, namely livestock and meat products, dairy goods,
and wheat flour. Some trade conflicts have emerged in 1996 between Uruguay and Brazil. In May,
the Brazilian government announced a plan to require new "financial guarantees" on imports of
Uruguayan textiles and clothing that require importers to demonstrate that they have the needed
funds to pay for Uruguayan goods 30 days prior to their shipment. The requirements existed before
MERCOSUR was negotiated, but were eliminated once the agreement took effect. According
to Daniel Dymenstein, president of the clothing industry chamber (Camara de la Industria de
Vestimienta, CIV), the new requirements could affect exports of about 500 different items of clothing
shipped to Brazil.
The Sanguinetti administration immediately initiated bilateral consultations with the Brazilian
government and also brought the matter before the trade dispute resolution panel in MERCOSUR.
In its complaint, Uruguay charged that Brazil is violating terms of MERCOSUR by erecting new
nontariff barriers. The Uruguayan government also threatened to refrain from participation in
any new MERCOSUR-related decisions, including ratification of Chile's associate membership in
MERCOSUR in late June, unless the matter is resolved. [Sources: International Market Insights
(US Embassy Asuncion), 01/11/96, 03/13/96, 03/14/96; Inter Press Service, 01/10/96, 04/30/96;
Agence France-Presse, 01/03/96, 01/31/96, 02/06/96, 02/07/96, 03/05/96, 03/12/96, 03/16/96, 04/03/96,
04/17/96; Reuter, 02/05/96, 04/30/96; El Observador (Uruguay), 01/11/96, 05/07/96, 05/08/96; Cronicas
Economicas (Uruguay), 05/03/96, 05/10/96]
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